This paper analyzes the impact of open market repurchase (OMR) route of buyback on the stock prices of a data set of 30 Indian listed firms which had gone for buyback in the FY16. The author has applied event study methodology to calculate abnormal returns and cumulative abnormal returns on stocks using BSE 500 as market index. The returns are calculated for 20 days prior and post buyback announcement to test for information signaling hypothesis. The analysis shows that average abnormal return (AAR) on the date of announcement is −0.23 percent while cumulative abnormal return (CAR) is about 5.72 percent on the announcement date with an overall CAR 3.44 percent for 40-day event window. The research findings reveal that unlike tender offers, OMR does not lead to a signaling effect as there is the insignificant impact on stock prices. Market reaction to buyback offer is in contradiction to signaling hypothesis predictions. The results of the study imply that the information related to the announcement of the buyback is already reflected in the share price. This also throws light on the growing maturity and efficiency of the stock market of India. Analyzing the signaling effect through OMR reveals that rather than signaling hypothesis, market reaction to buybacks is better explained by free cash flow hypothesis.
• To adjust or change the company's capital structure quickly, say for those companies seeking to increase its debt/equity ratio (leverage hypothesis).
• To increase earnings per share and net asset value per share as a possible signal to the market place that management is of the view which the prospects of the company justify a market price higher than that currently accorded by the market (signaling hypothesis).
• To improve the various performance parameters like EPS, DPS, operating cash flow per share, etc.
Some of the positive aspects of buyback include:
• The market generally interprets share buy-backs as a positive signal.
• Shareholders have a choice of deciding whether or not to receive the payout by selling or holding their shares, unlike a dividend payout.
• Returning excess cash by way of a share buy-back gives a company greater flexibility with regard to its dividend policy.
• Share buy-backs could enable a company to achieve its desired capital structure more quickly or facilitate a major restructuring.
• A share buy-back could avert a hostile takeover bid by reducing the number of shares in circulation.
Among the Negative Aspects of Buyback or Fallout of Buyback Are
• The repurchase of its own shares by a company may conversely have a negative signaling effect as the market place may think that the company has fewer growth opportunities after a share buy-back, due to erosion of cash resources.
• Management may not seek to utilize any existing excess cash effectively by acquiring new investments or developing profitable markets.
• Possible mismanagement may arise if too high a price is paid for the re-purchased shares, to the detriment of remaining shareholders, or if cash resources are eroded to the level that could give rise to a risk of insolvency at the expense of its creditors.
• If buy-back is undertaken by replacing shares with debt in cases where companies do not have adequate funds for buy-back of shares, the proposal may prove detrimental on the company.
• A return of funds by way of a share buy-back is less certain than an annual dividend stream.
Types of Buyback
A company can announce its buyback using either Open Market Repurchase An OMR differs from an FPT. An OMR is an open offer to all the shareholders at the existing market price while an FPT is an offer at a specified price for a specific quantity. The offer price is generally at premium to market price. It is said an OMR is a flexible and non-serious method of acquiring shares and is used to return free cash flows as a substitute to dividends. The FPT is time bound and is used to correct market under valuation and to thwart the threat of hostile takeovers.
To summarize, buybacks can be carried out in three ways:
Fixed Price Tender
Shareholders may be presented with a tender offer where they have the option to submit, or tender, a portion of or all of their shares within a certain timeframe and at a premium to the current market price. This premium compensates investors for tendering their shares rather than holding on to them.
Open Market
Companies buy back shares on the open market over an extended period of time and may even have an outlined share repurchase program that buys back shares at certain times or at regular intervals.
Dutch auction
The introduction of the Dutch auction share repurchase in 1981 allows an alternative form of tender offer. A Dutch auction offer specifies a price range within which the shares will ultimately be purchased. Shareholders are invited to tender their stock, if they desire, at any price within the stated range. The firm then compiles these responses, creating a demand curve for the stock. The purchase price is the lowest price that allows the firm to buy the number of shares sought in the offer, and the firm pays that price to all investors who tendered at or below that price. If the number of shares tendered exceeds the number sought, then the company purchases less than all shares tendered at or below the purchase price on a pro rata basis to all who tendered at or below the purchase price. (In India, SEBI hasn't considered this type of Buyback).
Several companies in US followed the buyback route during the 1980s, though the concept was prevalent from much earlier. UK also introduced this concept in 1980s though for other European countries, buyback route was followed during the 1990s.
In India till 1998 share buybacks were prohibited but the Companies (Amend- Typically companies which may find a share buy-back scheme feasible would be those with a high net surplus cash position, a low debt/equity ratio, high need for capital expenditure requirements in future and those with a high dividend yield. Commonly, companies, which are of view, that the intrinsic value of the shares of the company is substantially higher than the market price of the shares of the company may consider for a share buyback.
It is against this backdrop that this research paper identified 30 companies which had gone for open market repurchases during 2016 and tested for signaling hypothesis using event study methodology.
Literature Review
There is an extensive empirical research available on various aspects of share Research studies in the past cast doubts over signaling power of repurchases carried through OMRs. Comment and Jarrell (1991) found that the cumulative was that repurchase is paid, and not cash dividends to signal that excess cash flow was temporary in mature, the second reason cited was to offset dilution because of stock options, and the signaling effect was the third in order of priority. 
Research Design and Methodology
Buybacks can be done either through the tender offer route or through open market purchases. In the former, the company fixes a buyback price and accepts shares on a proportionate basis during the buyback period.
Shareholders will be sent a letter of offer; a form is to be filled in with the ne- When companies decide to take the open market route to buyback, investors need to take into account a few things.
One, although the company may declare a maximum buyback price, it does not mean that the investors who sell during the buyback period will realize that maximum price.
The company could actually buy in several tranches and at different prices and the entire process is executed like any other buy/sell transactions in a market.
It is also possible that they may not use the entire amount set aside for the buyback.
A 2013 SEBI regulation makes it mandatory to use at least half the amount originally intended for the buyback, subject to certain exceptions such as the stock price (i.e. volume weighted average price) moving over the maximum buyback price during the buyback period. Our empirical analysis is limited to open market purchases, as the buyback route for companies during FY 2016.
Data Source
Buybacks have been listed from SEBI's website and the criteria for selection of companies were to identify the companies going for open market repurchases in FY2016. Prowess CMIE (Centre for Monitoring Indian Economy), Capitaline database and BSE sites were the sources from which the daily share price data and their respective dates of announcements based on the Board meeting were identified (Table 1) . At the outset, 45 companies were identified as going for buyback through open market repurchases. The companies for inclusion in the sample were further filtered for:
• Availability of public/media announcement date;
• Price data for all trading days included in estimation and event periods;
• There was no other confounding event for the company.
Based on these three criteria, the number of companies identified for our sample was 30 firms.
Methodology
The standard event study methodology has been adapted for the analysis. It is a standard practice in the areas related to various market events such as dividend, bonus shares, mergers and acquisition, dividend, stock splits, share repurchase etc. Event study examines market reaction by finding abnormal return. The study uses the Market Model Method. The expected rate of return on the security was calculated using the market model. The model parameters were estimated by regressing daily stock return on the market index over the estimation period.
Event study methodology is used primarily to test the null hypothesis that the market is efficient in terms of information efficiency and within the ambit of market efficiency to examine the impact of buyback announcement on the security prices and thus wealth creation for the shareholders. The dates of the meeting of the Board of Directors regarding the announcement of buybacks were denoted as the "event day", and the days surrounding the event day (20 days before and 20 days after the event) were denoted as "event window". Up to a 365-day period prior to the first day of the event window (−365 to −21 days) was considered as the "estimation window". The author has used even methodology through excel and the other statistical analysis is done using SPSS ( Table 2 ).
The BSE 500 index returns were taken as "proxy" for the market returns of The test statistics is: AAR S.E. N t = . The methodology adopted can be summarized in the steps below:
Research Findings

Analysis of Market Reaction
Impact on Stock Return: Table 3 lists down the stock return for all the 30 companies for the specific days before and after the announcement of the buyback decision.
It can be seen from the For deduction of conclusion the deviation of actual return from expected return has been observed till the 20 th day after buyback announcement & result has been tabulated on the basis of AAR Abnormal Return (AR) = Actual Return − Expected Return Average Abnormal Return (AAR) = (1/n) S(1 to n) AR n Cumulative Average Abnormal Return (CAAR) = S(t − k to +k) AAR t Thus, we do not find any pattern on the stock returns post buyback announcement.
It is also seen that the average abnormal returns was negative on the day of announcement and continued to be negative for the 1 st day, only for the 10 th day and the 20 th day, the AAR was positive. However, the AAR had been positive for the 1 st day, 10 th day and 20 th day prior to the announcement of buyback, thus negating the signaling hypothesis (Table 4 & Table 5 ).
The impact of buyback on stock return was mixed, with most of the positive returns in the range of 0% to 2%. No visible pattern was observed in the stock return for most of the companies. The number of companies with positive impact was found to be declining after the initial few days of announcement.
Average Abnormal Return (AAR) and Cumulative Abnormal Return (CAAR) (Figure 1, Table 6)
The Average Abnormal Return (AAR) was negative on the day of announcement (0 th day), and the subsequent day (1 st day). The AAR is negative for majority of days after the announcement indicating that buyback euphoria is only a temporary phenomenon and fails to provide benefits over longer-time horizon. The CAR on the announcement day is 5.72% while for the entire 40-day period it is 3.44%. Since the CAAR values have been decreasing as the days come close to event day, it means that the buyback has a substantial impact to bring down the CAARs which was maintained before announcement or prevent days.The overall CAR falls by 2.28% in the post-offer period. The fall in CAAR in post-offer period is attributed to negative movement in prices. The negative overall CAR in post-offer period is anathema to the signaling hypothesis, which predicts that the repurchase announcements are made to reverse the negative trend in market prices in pre-offer period. Vermaelen (1981) concludes that significant abnormal These findings are in direct contrast with many past studies, where the announcement effect is pronounced and leads to significantly high (low) returns.
However, this may be an encouraging sign for the Indian stock market. Buyback of shares is essentially a method of realigning the capital structure of the company and as such does not contradict the caveat of shareholder wealth maximization. The fact that the announcement of buyback is not having a significant effect on the share price implies that the information is quickly subsumed in the share price and thus the market is moving towards being informational efficient.
Conclusions and Recommendations
This study has analyzed the impact of buyback through open market repurchases for FY 2016 on a dataset of 30 companies. The author has used event study methodology for conducting the analysis. The 30 companies that we have taken are mostly small cap and most of them do not come in Nifty 100 and the volatility among few of them is much higher than those which fall in the Nifty 50 and Nifty 100. It is also seen that the companies' poor corporate governance could not lead to positive reaction from the market after the buyback announcement.
Also if the company performance in terms of fundamentals is weak at the time of announcement, market may not react favorably by the buyback news. This was observed specifically in the case of Dr. Reddy's Laboratories whose weak results prove a bad prescription.
For Dr. Reddy's and OnMobile Global, the stocks were victimized on the valuation side on the back of exit of some investors that resulted in a fall in the stock price. We thus rationalize that buyback route was chosen to preempt the stock prices from going down further. The fact that the announcement of buyback is not having a significant effect on the share price implies that the information is quickly subsumed in the share price and thus the market is moving towards being informational efficient. Significant abnormal returns before the announcement can always be explained on the basis of information leakages or prior insider trading. Buybacks can also be lucrative to shareholders if the company's stock is undervalued when it's bought back. Moreover, the companies that come in a range of −5% to 5% are very small by their market capitalization so few traders exploited this arbitrage opportunity.
Some of the recommendations are: • The companies whose earning visibility is not great get more visibility by buyback thereby raising return on equity to investors.
• When buybacks change the capital structure of a company, they may have a detrimental impact on the credit ratings. Since it drains cash reserves that can serve as a cushion when times get tough.
• In some cases, a leveraged buyback can be used as a means to fend off a hostile bidder. The company takes on additional debt to repurchase stocks • To make buyback successful, there is a certain percentage of stock that SEBI needs to reserve for small shareholders.
• The company needs to make sure that good corporate governance needs to be there when announcing buyback, otherwise, many small shareholders fail to tender their shares through open market resulting in arbitrage opportunity for others. This leads to negative investor sentiment which can lead to the decline in stock prices after buyback.
Our research refutes the signaling hypothesis and we conclude that buybacks, may be resorted to by companies for cash flow hypothesis or as a preventive measure against hostile bids. Since a large set of companies in our dataset are small cap companies, there is a high probability that the buyback is undertake to instill investor confidence. The results of the study imply that the information related to the announcement of the buyback is already reflected in the share price and this reflects that markets are slowly moving towards information symmetry, and inefficiencies are being dealt with. The findings also indicate that OMRs are not the route of buyback adopted by companies for signaling hypothesis as FTP, offer shares at a substantial premium and thus are largely undertaken to signal of the undervaluation of the stock.
Limitations of the Study and Scope for Future Research
The study has taken a small sample of 30 companies going for OMR route and the analysis is restricted to buybacks during one year only. The results could be different if more companies are taken and a wider time horizon be considered.
The study has also not compared the abnormal returns of stocks with those under tender offer route. For identifying the event window, a 30 days period is chosen. The same can be extended to see the impact on stock prices. The companies were not segregated broadly on the basis of sectors or market capitalization to see if any trend could be observed.
The impact of buyback on the EPS and other financial ratios can also be as- 
